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Abstract: This inquiry seeks to establish that the writings of author Karl Polanyi
offered insights into key variables and historical conditions that gave rise to the
system we know of as “fascism.” Integral to his insights, Polanyi describes
economic conditions attendant for fascism to emerge, with one condition noted as
widespread and persistent unemployment. Polanyi stresses that fascism needs to be
understood as reactionary, a responding to features integral to classical liberalism.
Considering a broad historical context Polanyi teaches us of the political conditions
necessary for fascism to emerge and take form as political movements wielding
power. He considers conflicts in aims between economic and political institutions.
In addition, Polanyi analyzes some implications of a changing market, as well as
some effects that a changing market might have over individual freedoms, as well
as some of the complexities that can be associated with regulation.
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This inquiry seeks to establish that author Karl Polanyi offered insights into
key variables and historical conditions that gave rise to fascism. Polanyi
describes fascism as a reaction to the conditions created by classical
liberalism. In his book, The Great Transformation [1944], we can note
Polanyi’s (2001) description of “disruptive strains”—thought to be both
internal and international—that could emerge when distinct economic and
political issues face a society and nation. These disruptive strains are argued to
be able to wield effects over an entire society. In addition, Polanyi offers
descriptions that show how disruptive strains have actually contributed to the
emergence and establishment of fascism. He uses historical context to
describe the political conditions necessary for the development of fascism,
particularly the environment created by a conflict between economic aims
that bring economic and political institutions under strain. Polanyi concludes
this work by analyzing some implications for market society and how the
organization of the market— based upon self-interest—will eventually and
inevitably lead to its destruction, as well as the implications this has had upon
individuals in such a society.
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Part 1: Necessary Economic Conditions
In Chapter 18 titled “Disruptive Strains”, Polanyi considers four different
institutional spheres. The first, unemployment, is described as disequilibrium
in a domestic economy. This represents a decline in employment, earnings,
and production. We can identify the disruption of domestic politics as tension
of classes, which represents a struggle between social forces in a country.
Regarding international economics, pressure on exchanges describes a wide
range of difficulties faced in the global economy. These economic issues center
around the balance of payment and include unfavorable terms of trade,
scarcity of imported raw materials, and losses on foreign investments, among
others. In the field of international politics, we can identify tensions between
countries as imperialist rivalries.
We can interpret these strains in a wider context to understand the
pattern of disruption they lead to. Polanyi (2001, 219) describes a scenario
where a country is facing vast unemployment. This strain on industry could
spread to the political sphere by means of trade unions inducing political
parties to raise the issue in parliament. However, any action parliament may
take is limited by budgetary equilibrium, and the government will essentially
face the same limitations faced by the industry. Unemployment, he clarifies,
can originate from either the market in the form of deflationary pressure on
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wages, or the political sphere in the form of a shift in taxation or legal status
that affected the political status of the group concerned. Additionally, this
strain of unemployment can eventually spread outside of the borders of a
nation and lead to a slump in exchanges, and the country would feel pressure
on its currency. In terms of political consequences, Polanyi (2001, 220)
describes two different scenarios that unemployment could play out in: that of
a weak country and that of a strong country. In the weak country, the strain
caused by unemployment can lead profound consequences for its
international standing. The country can have its rights disregarded by foreign
controls that foil their national aspirations. In the case of a strong country, the
nation might scramble for a multitude of forms of imperialist rivalry, including
but not limited to foreign markets, colonies, and zones of influence. These
scenarios described by Polanyi demonstrate the view he holds that strains on
the market will inevitably bleed into other institutional spheres domestically
and potentially internationally.
In Chapter 19: “Popular Government and Market Economy”, Polanyi
(2001, 231) addresses the issues of political interventionism regarding the
history of the market economy. He states that the separation of political and
economic spheres everywhere was the result of development characterized
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by the establishment of a competitive labor market and democratization of
the political state.
The wage paid to a laborer is an important variable to analyze in order
to understand the competitive labor market. Polanyi (2001, 239) describes
the strike as essential to the laborer in order to find a wage in the free market
that reflects the true value of their labor. Dually, if laborers were constantly on
strike, society could not function without labor to supply the demands of the
population. Yet to attain a wage reflecting the value of their labor, wage
workers are incentivized to strike. Trade unions offer a solution to this
paradox by offering protections to workers, but simultaneously undermine
the so-called self-regulating market in the process and could eventually
diminish the fund of consumer goods that provide their wages in the first
place.
Two root problems in market society are identified: currency and
interventionism. Polanyi (2001, 239) asserts that political sphere of the 1920s
sought to find answers to these problems by means of economic liberalism or
socialist intervention. The economic liberal sought to remove interventionist
policies to restore self-regulation to the market system, with the primary aim
being to restore stable exchanges to bring confidence in the currency. Unless
confidence in the currency is restored, the market cannot function and the
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government in such a nation would be forced to intervene by means of
methods that would undermine the self-regulating market itself. We can turn
to the introduction of the credit mechanism in the 1920’s as another example
that countries were trying to restore confidence in their currencies. Polanyi
(2001, 240) argues that credit was being used to bridge the disconnect
between the organized and disorganized parts of an economy, and this led to
the burden of unstable economies being shifted from Europe to the United
States.
However, while confidence in the currency was important, the
governments of the 1920’s had to intervene in order to reduce rents, wage
schedules, and prices of monopoly articles. This was done to restore stable
exchanges and yet it sacrifices the notion of free markets and free
governments, leading to massive economic dislocation. The interventionist
policies were inherently authoritarian, and Polanyi (2001, 242) argues that
had the economic liberal not supported these policies, the catastrophe of
fascism might have been averted.
Let us begin our consideration of the socialist answer to currency and
interventionism by first defining socialism. Polanyi (2001, 242) states that
socialism is the tendency of an industrial civilization to consciously
subordinate the self-regulating market to a democratic society. He argues that
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this was a staunch departure from economic systems of the immediate past by
ceasing to make private financial gains the main incentive of productive
activities. Polanyi (2001, 243) points to the historical context that had affected
the position of socialism: the market system had almost collapsed, proving
unreliable, and a socialist economy had been established in Russia. Although
the conditions under which socialism emerged in Russia were not necessarily
applicable to western nations, socialist working parties were inspired by
Russian socialism in their commitment to the reform of capitalism. The labor
strikes of the workers parties were undertaken for socialist reasons, or at
least reasons that appeared socialist to adherents of private enterprise, and it
is argued that this threw markets into confusion and began a universal panic.
The leaders of industry began to subvert the population’s trust in their elected
leaders while democratic leaders perpetuated warfare on industries that
provided their population livelihood. Polanyi (2001, 244) states that this
conflict in economic aims between economic and political institutions created
an environment ripe for the emergence of fascism.

Part 2: Necessary Political Conditions
It is important to understand fascism as a reactionary system in response to
the failings of liberal capitalism. In Chapter 20: “History in the Gear of Social
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Change”, Karl Polanyi (2001, 245) defines the fascist solution to the deadlock
reached by liberal capitalism as the reform of market economy at the cost of
the destruction of all democratic institutions, stating that this would revitalize
an economic system in peril of disruption while reeducating individuals into
the tenets of a political religion. He explains that the movement of fascism is
not limited to defeated or victorious countries; there was no type of
background, religious or cultural or otherwise, that made a nation
insusceptible to fascism once the circumstances for its emergence were given.
Polanyi states that while fascist leaders sought a mass following among the
population, most of their power came from being favored by influential
individuals in high positions.
Symptoms of fascism can be identified in the political opinions that have
spread among the populace. Polanyi (2001, 246) identifies important
symptoms such as anticapitalistic demagogy, criticism of the party system,
racialist aesthetics, and general disparagement of the existing democratic
system. He argues that leaders such as Hitler, Mussolini, and Primo de Rivera
seized power with the tacit approval of the previous leader who pretended to
have been overthrown by force.
The issues that fascism was concerned with were rooted in a
nonfunctional market system, but these issues transcended the economic field
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and radiated into politics, culture, philosophy, religion, and art. Polanyi (2001,
248) argues that two tendencies prominently overlay the pattern of fascism:
nationalist revisionism and counterrevolution. Counterrevolution is defined
as the normal backswing against a disturbance in the political state of affairs,
and it is noted that fascists sought power in the political sphere by offering
support to the counterrevolution. In many countries, conservatives were able
to deprive the counter revolutionist working-class parties of influence and
power without acquiescing to the fascists. However, in Italy the conservatives
were unable to restore work-discipline in the industrial sphere without
offering the fascists the prospect of gaining power. Polanyi (2001, 249)
expresses that the permanent disarmament of militarily defeated countries
like Italy had left many states powerless and open to a fascist solution. We can
note that in the quest for political power, fascism is not necessarily concerned
with local issues. Rather, the aims of fascism transcend economics and politics
altogether, seeking to espouse a political religion onto the people in order to
assist the degenerative process. Polanyi (2001, 250) stresses the importance
of unsolved national issues in Germany and Italy, stating that fascism could
not have seized power without these issues. By contrast, fascism was
weakened in Great Britain and France due to its antipatriotism.
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Let us further examine the historical context from which fascism arose.
The deadlock of the market system became apparent in the time after 1929,
and the real significance of fascism became evident. Polanyi (2001, 252) Due
to the termination of use of the gold standard among Anglo-Saxon nations, as
well as dwindling of capital markets and world trade, the political and
economic system of the planet fell deteriorated collectively. In fascist nations,
two party systems became one party systems. In the case of Germany, the
nation removed itself from the international system of currency, capital, and
commodity in order to lessen its political burden to the outside world, as well
as prepare for what the Nazi regime expected to be a complete disintegration
of the nineteenth century economy. Polanyi (2001, 255) further argues that
the greatest political asset of fascist Germany laid in its ability to compel
nations of the world into aligning against Bolshevism.

Part 3: Implications of Fascism
It was not necessarily fascism itself that led to the destruction of nineteenthcentury civilization. In Chapter 21: “Freedom in a Complex Society”, Karl
Polanyi (2001, 257) argues that the foremost criticism of market society is
that its economy is organized based on self-interest. Furthermore, historical
evidence shows that national markets emerging was not the result of
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emancipation from an economy controlled by the government; rather, the
emergence of the market was birthed in a conscious and often violent
interference by the government. Often this organization of market economy
was imposed by the government in order to advance noneconomic ends.
Following the transformation after the collapse of the nineteenth-century
market system, when the market ceased to be self-regulating, it was no longer
comprised of labor, land, or money. In terms of removing labor, wages,
contract terms, factory conditions, and hours of work, these issues began
being determined outside of the market by trade unions or other public
institutions. The incorporation of land with public institutions including the
factory, the township, the school, parks, churches, etc. exemplified the
removal of land from the market system. Multiple factors prove the loss of
control of money from the market, including the creation of deposits as well as
the 1920’s crisis of the gold standard.
The removal of these elements of production from the market in no way
signaled the absence of markets themselves. Rather, Polanyi (2001, 262)
argues that the unlike the era under market economy and the gold standards,
countries will find themselves more domestic freedom while establishing
closer cooperation with friendly countries. It became possible for countries to
tolerate those other nations might determine their domestic institutions
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according to their own proclivities. He further expresses that the end of the
era of market economy may lead to effective cooperation with domestic
freedom.
We can examine the problems within freedom by acknowledging they
occur both institutionally and religiously. Polanyi (2001, 263) expresses that
institutionally, regulation both restricts and extends freedoms. The privileged
few may be apprehensive to redistribute income, leisure and security—and
consequently, their freedom—in order to raise the level of freedom
throughout the land. He further asserts that there is no reason that this new
condition should be seen as less free than before; the freedom has simply been
shifted. The nineteenth century economy was ill equipped to institutionalize
peace or freedom, because its foremost purpose was to create profits and
welfare.
Personal liberty is an important aspect of this examination of freedom.
Polanyi (2001, 263) asserts that personal liberty will exist to the degree in
which safeguards have been deliberately created to protect it. Furthermore,
he asserts that the right to nonconformity requires institutional protection in
an established society, and these rights must be enforceable under law even
against the supreme powers. Polanyi (2001, 264) argues that a mere
declaration of rights is not sufficient: institutions are required to make those
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rights effective. He states that the rights of the individual must be documented
in the Bill of Rights and be made to prevail against all authorities. Polanyi
(2001, 265) was optimistic in his assertion that the passing of the market
economy could become an era of unprecedented freedom. He believed that
through regulation and control, freedom as a prescriptive right could be
achieved for all.
What could have been is not always what becomes. Polanyi (2001, 265)
expresses that the path to this level of freedom was blocked by a moral
obstacle. Free enterprise and private ownership were heralded as essentials
of freedom while planning and control were attacked as a denial of freedom.
He draws upon the example of the U.S.S.R. to argue that while they have not
used the planning, regulation and control they have undertaken to put the
liberties promised in their constitution into practice, turning against
regulation altogether means turning against reform. Polanyi (2001, 265)
asserts that the liberal obstruction of efforts to plan, regulate, or control under
the guise that they were supposed dangers to individual freedom allowed
fascists to employ these means to abolish freedom altogether.
The discussion of freedom reaches an impasse. Polanyi (2001, 266)
points to a conundrum: is freedom possible if it requires regulation to spread
and strengthen it and regulation itself is contrary to freedom, can society be

13

free? He delves into the root of this dilemma by first dissecting the liberal
economy’s direction of ideals. The liberal economy equated economics with
contractual relationships and those relationships with freedom. This led to a
society in which there was no one to hold responsible for brutal restrictions of
freedom such as unemployment or destitution. There would not be a strong
government to aid individuals experiencing destitution or unemployment
because such a government would have hindered the functioning of the
market mechanism. An individual could distance themselves from power or
economic value by imagining themselves free from responsibility for the
economic suffering of those in an economy they had not benefitted from or for
the actions of a government they do not necessarily support. However,
Polanyi (2001, 267) states that no individual can avoid the pervasiveness of
power and economic value. Public opinion serves to create power while
economic value exists prior to the decision to create goods. Because
individuals can be expected to desire one thing more than another, these
opinions make all individuals participants in the creation of power and in the
composition of economic value.
This inquiry has sought to establish that author Karl Polanyi offered
insights into key variables and historical conditions that gave rise to fascism.
Polanyi described fascism as a reaction to the conditions created by classical
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liberalism and the market economy. We can note Polanyi’s (2001) description
of disruptive strains in describing the economic and political issues a country
may face, both internationally and domestically. These disruptive strains
inevitably effected society as a whole and Polanyi further described the ways
in which they historically led to fascism. He used historical context to
demonstrate the political conditions necessary for the development of
fascism, particularly the environment created by a conflict in economic aims
between economic and political institutions. Polanyi concludes this work by
analyzing the implications of market society and how the organization of the
market based on self-interest eventually led to its destruction, as well as the
implications this has on individuals in such a society.
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